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PREFACE 


This attempt to identify and weigh the key dynamic forces 
in American capitalism has involved a careful assessment of the 
role which free enterprise has played, how much of it remains 
and what the prospects are for preserving a substantial measure 
of free enterprise. 

In this age of sharply conflicting ideologies, free enterprise 
is a challenging issue. It is confidently believed that a continuing 
intensive study of this vital subject by the best minds that America 
and the free world can enlist will yield generous freedom dividends 


in the heritage of the future. 


Baylor University Aldon S. Lang 
Waco, Texas 


March, 1954 


I 
INTRODUCTION 


A. Foundations of Human Freedom. 


The industrial liberty and vast freedom enjoyed in this country 
are distinctly and uniquely American. Yet this cherished freedom 
is in large measure the fulfillment of much earlier human aspira- 
tions and achievements. It is hardly accidental that this adven- 
ture in human freedom followed certain leavening revolutions in 
thought and technology encompassing many centuries. These were 
the forces that produced the social ferment which gradually ter- 
minated the Middle Ages of scarcity, restraint and stagnation 
and ushered in the modern era of abundance and freedom. 

One of the early revolutions that unshackled the spirit, lifted 
the vision and liberated the mind of man was the Crusades. Over 
several centuries, as the result of a spirit of religious zeal, the 
Crusades moved great hordes of European peoples to undertake 
the reconquering of the Holy Lands. In gaining an acquaintance 
with other peoples they acquired a taste for exotic goods, which 
in turn stimulated new desires and demands and extended trade 
generally. 

Through the Renaissance or Intellectual Revolution of the 
15th century, with its emphasis upon humanism, man in a large 
measure discovered himself. Once man’s intellectual curiosity 
was aroused it was not too difficult to effect a transition to the 
revolution in science. The commercial revolution of the 15th cen- 
tury revolutionized the routes, methods and commodities of world 
trade, and this was the prelude to the vast and cumulative eco- 
nomic progress of modern capitalism. Trade routes were shifted 
from the Mediterranean Sea to the Seven Seas. Scientific inven- 
tion of the compass, the astrolabe and other navigational devices 
for the frist time emboldened men to sail great distances without 
fear. The age of exploration and colonization followed. It inspired 
the colonizing of what was to become the United States of Amer- 
ica, the great and leading land of the modern free world. 

The political revolution of western Europe, including the 
rise and formation of national states before the close of the 15th 
century, was another highly significant development. The fiscal 
requirements alone of the new governments that exercised dominion 
over vast areas and populations definitely accelerated the transi- 
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tion to a money economy and undoubtedly tended to lift the vision 
of people generally. Finally, the religious reformation of the 16th 
century revolutionized convictions with respect to man’s direct, 
individual responsibility to his Maker, his relationship to his fel- 
low man and his relationship to wealth and business enterprise. 

Early visions of a free society could not be translated into 
reality as long as the spirits and minds of men were bound by 
the old shibboleths of aceticism. Both ancient philosophy and 
medieval theology commended and magnified the ascetic life, 
frowned upon and condemned both money making and the ac- 
cumulation of wealth as either unworthy or sinful. The new theol- 
ogy of the religious reformation by acclaiming the nobility of 
labor boldly rejected this medieval doctrine of asceticism and 
admonished men to work diligently, produce abundantly and live 
frugally. The economic result of the wide acceptance of this doc- 
trine was, to say the least, revolutionary. Whether by intention 
or by accident, the result was inevitably an accelerated rate of 
production and saving and a general increase in both capital and 
business activity. In short, the long-run result was nothing less 
than the emergence of modern, dynamic capitalism. 


B. Genesis of Free Capitalism. 


The discovery and colonization of America may be regarded 
as either a result or an integral part of the foregoing revolutions. 
The American System of free enterprise was invoked by the found- 
ing fathers in the revolutionary Declaration of Independence and 
ordained in the historic federal Constitution. The infant Ameri- 
can republic was boldly launched upon a virtually uncharted sea 
of freedom. With the exception of some significant beginnings 
of parliamentary government in Great Britain, the then only exist- 
ing form of government to serve as a model was monarchy, which 
habitually followed the prevailing regulatory economic policies 
of contemporary mercantilism. Industrial liberty was a new, revolu- 
tionary and virtually untried doctrine hitherto proclaimed chiefly 
by a few unorthodox intellectuals. 


C. Beginnings of American Free Enterprise. 


The year 1776 brought forth not only the American Declara- 
tion of Independence but also the publication of Adam Smith’s 
masterful treatise on free economic enterprise, The Wealth of 
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Nations.! Smith’s bold exposition of the new doctrine of industrial 
liberty evoked in America an immediate, wide-spread and sym- 
pathetic response. By the time of the American Revolution, which 
freed the colonists from subjection to and taxation by a foreign 
government in which they lacked representation, the foundations 
ot free enterprise were firmly established. The new freedom 
was Officially confirmed by the federal Constitution of 1787. 

In accordance with Smith’s doctrine of industrial liberty and 
by common consent, the sphere of state activity was greatly nar- 
rowed and strictly limited. The only acknowledged functions of 
government were the maintenance of armies and navies for national 
detense, police systems and courts of law for the administration 
of justice, and the carrying on of certain essential public works.’ 
Such public works—enterprises of great and unquestioned social 
utility but unprofitable for individual exploitation—were deemed 
readily identifiable by their invariable conformity to a uniform 
operational pattern. The characteristics of such public works in- 
cluded (1) handicraft methods of operation that call for little 
capital; (2) the certainty of their yielding immediate financial 
returns ; and (3) operations that are of a routine nature, the classic 
example be:ng the postal service. All other activity was forbidden 
ground for government intervention and operation and was to’ 
be permanently and exclusively the broad province of unfettered 
individual enterprise. While Smith’s criteria of government enter- 
prises are highly suggestive, they have in practice been disregarded 
more frequently than followed. 

Under such a system of freedom, Smith believed—and con- 
vinced his own generation—that each man would be guided as 
“by an invisible hand’’s to engage in that enterprise or those ac- 
tivities which are not only most profitable and satisfying to him- 
self but at the same time most productive and beneficial to the 
society in which he lived. In other words, Smith believed that 
what is best for the individual is also best for society. This opti- 
mistic doctrine, which acknowledges the identity of individual 
and public interest, was the ideological basis for the establishment 
of free enterprise. Clearly, the business process of administering 
to others as a means of getting money income for one’s self pos- 
tulates a large area of economic freedom. 


ree Smith, The Wealth of Nations, New York: Random House, Inc., 


2[bid., pp. 653-767. 
3Ibid., p. 423. 
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II 
FREE ENTERPRISE IN THEORY AND PRACTICE 


A. Early Departures from Laissez-Faire. 


The promises of the free enterprise system, high productivity, 
economic progress with fair prices and equitable distribution, were 
increasingly fulfilled. However, influential minority groups that 
desired strong competition for others sought and increasingly ob- 
tained for their own members certain relief from the competi- 
tive struggle. At first the departure from competition and laisses- 
faire was gradual, but later exceptions came at an accelerated rate. 
One of the early exceptions to laissez-faire to occur in the United 
States was the invoking of protective tariffs for infant industries ; 
another was the making of generous land grants and other sub- 
sidies to encourage internal improvements and the rapid settlement 
of virgin lands. 

Later the government sought to regulate the rates and serv- 
ices of railroads and public utilities and, with limited success, to 
enforce competition upon the emerging giant industrial enterprises 
where price competition either became less effective or ceased 
entirely. Also, either national or state governments, and some- 
times both, undertook the regulation of the various types of trans- 
portation. The instruments and agencies of communication, power, 
river valley development and flood control, conservation of natural 
resources, labor and wages and industrial relations were also 
gradually subjected to regulation. More recently, the government 
has entered rather extensively into the areas of security regula- 
tion and security exchange control, credit control, price supports 
for basic agricultural commodities, retail price maintenance, sub- 
sidies for defense industries, education, public health and hospitals, 
social security, and an extensive and expanding social welfare 
program. 

Increasing expansion of government activity has occurred: 
perhaps less by design than through the spontaneous demands 
either of the masses or of influential political pressure groups. 
Notwithstanding this persistent trend, this country, in a relative 
sense, truly became the classic land of freedom, including free- 
dom of economic enterprise. The unsought position of free- 
world leadership into which the United States has been thrust 
is impressive testimony that this is still the acknowledged land 
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of freedom. However, the role played by government in economic 
matters has been undergoing, quite perceptibly and emphatically, 
a change from the negative to the positive. This trend, which was 
scarcely perceptible a century and a half ago, has usually pro- 
ceeded at a gradually accelerated rate punctuated with rapid in- 
creases in periods of war and depression and some leveling off in 
periods of peace and prosperity. 


B. Moderate Individualism and Increasing Governmental 
Activity. 


With the passing of the 19th century, the growing disparity 
between the spirit and practice of free enterprise became increas- 
ingly evident. The growing awareness of this variance in political 
belief and practice placed in bolder relief the interpretation that 
liberty is not absolute but relative. John Stuart Mill’s view that 
a government may properly experiment with new functions, as 
expounded in his Principles of Political Economy! in 1848, has 
been widely followed in practice in America as well as in England 
and on the continent of Europe. To a notable degree it is still 
the operational pattern actually being followed. Mill’s moderate 
individualism asserts that while government must constantly exer- 
cise the necessary functions of defense, justice and certain essen- 
tial public works, it may also quite properly initiate new projects, 
and after a period of successful experimentation permanently ex- 
ercise in the public interest such purely optional functions. It is 
to be noted that the presumption was always against a govern- 
ment’s ability to succeed in new ventures. According to Mill the 
presumption is that free enterprise must always be the general 
rule, and governmental intervention the exception. However, in 
spite of its frequent reiteration, the presumption in favor of free 
enterprise seems at times to give way to a presumption in favor of 
extreme government activity. 

In admitting the legitimacy of a government’s resort to and 
exercise of optional functions, Mill was charged, and perhaps cor- 
rectly so, with having opened the door to socialism. Once the 
door was ajar, once it was admitted that a government may proper- 
ly experiment, there might well be no politically feasible means 
of ever closing it again. 

On the other hand, it seems proper in retrospect to inquire 


1John Stuart Mill, Principles of Political Economy, New York: D. Apple- 
ton & Company, 1893 edition. Chapter 6, pp. 605-28. 
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whether under the existing circumstances there was any justified 
expectation for a free government staunchly and consistently to 
refrain from intervention in private enterprise. Popular govern- 
ment or democracy is and must be responsive to public opinion. 
Laisses-faire is the free enterprise ideal. Yet, in any system of 
political. democracy, freedom, perhaps unfortunately, does not 
preclude the seeking of governmental favors. 

Especially in this age of complex technology, large-scale pro- 
duction and international tension, liberty is never absolute, but 
only relative. While there has been a vast expansion in govern- 
mental functions, the result has been the curtailment of some 
liberties and the safeguarding and extension of others. The aver- 
age American enjoys a larger total area of freedom today perhaps 
than any other people has ever before enjoyed. Increased eco- 
nomic efficiency and productivity impose some degree of regimen- 
tation and necessarily involve the loss of certain frontier-type 
liberties. Whether the loss in individual liberty has been fully com- 
pensated by the gain in freedom is largely a matter of opinion. 
However, there is wide agreement that the cherished freedom 
enjoyed in America today is substantial and that this precious 
heritage must be fully maintained at all cost. 


C. Freedom, Abundance and Progress 


The performance of the American economy strongly sug- 
gests an intimate interrelationship among freedom, productivity 
and security. The economic climate of freedom has supplied a 
highly favorable environment for production and innovation. Free- 
dom to produce is the first step toward abundance. The climate 
of freedom also has nurtured the incentive which is prerequisite 
to innovation, which in turn is essential to expanding production 
and economic progress. Real economic and social security in a 
highly dynamic economy is dependent upon a sound and healthy 
balance among productivity, economic progress and economic stabil- 
ity. 

III 


PROMISE AND PERFORMANCE OF 
“LAISSEZ-F AIRE” 


A. Laisses-faire and Competition. 


Laissesz-faire, or a negative role for government in economic 
affairs, was initially chosen in this country as the best calculated 
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means of realizing the high goals of abundant production, equitable 
distribution and freedom. In fact, laizse-faire was regarded as 
the sure means of inaugurating and perpetuating free competition, 
and, by implication, as the certain antidote to monopoly. The doc- 
trine of free competition held that monopoly, if attempted and 
even partially realized, would surely raise up competitors who 
would inevitaby undermine it and thus restore competition. 

Apparently this doctrine was valid as long as primitive tech- 
nology prevailed or the mode of production remained simple and 
handicraft in character. In a society of simple handicraft tech- 
nology, productive tasks generally will not be efficiently performed 
by employed laborers. Hence, in such a simple economy only the 
small-scale enterprise can be efficient and profitable. 


B. Laisses-faire and Monopoly. 


Among the developments which contributed significantly to 
the realization of the economies of large-scale production were the 
growing availability of capital, the utilization of by-products, em- 
phasis upon industrial research and the extensive use of brand 
names and advertising. As larger economic units emerged and 
became increasingly more efficient, price competition in the large- 
scale, decreasing cost industries, where the machine sets the pace, 
was greatly intensified and tended to become ruinous under laissez- 
faire. Outright monopoly sometimes, though rarely, emerged as 
the technically superior and preferred operating unit. The muni- 
cipal public utilities perhaps best illustrate socially desirable monop- 
olies that are recognized as such. In the new industrial society, 
laissez-faire came to imply free and effective competition in agri- 
culture, small retailing, and such service trades as garages, filling 
stations, tire shops, laundries and other enterprises where the 
relatively simple handicraft technology continued to prevail. 

In attempting to cope with monopoly the American govern- 
ment resorted to various devices, but unfortunately rarely differ- 
entiated between monopoly and mere bigness. In some instances 
anti-trust action or enforced competition was invoked against 
monopolies as combinations in restraint of trade. In other in- 
stances, monopolized industries were classified as public utilities 
and a degree of government regulation imposed upon their serv- 
ices and rates. The third alternative which has been frequently 
resorted to abroad but rarely employed in the United States, is 
nationalization or government ownership. When attempted on 
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a national scale in the United States, public ownership has usually 
been the focal point of intense controversy, as illustrated by the 
recurrent argument over federal power projects. On the other 
hand, nationalization of the atomic energy industry for weapons 
of national defense is accorded overwhelming public acceptance. 

United States industrial and economic history has amply 
demonstrated that there is a great middle ground between ex- 
treme /aissez-faire on the one hand and collectivism or totalitarian 
government on the other. In this great middle ground Americans 
have found increasing abundance without parallel; and they have 
found it not through the sacrifice of liberty, but rather in the full 
enjoyment of liberty. Perhaps the recently uttered and ironically 
strange paradox “thank Heaven we are not getting all the govern- 
ment that we are paying for’ expresses the attitude of many free- 
dom-loving Americans today. Vast expansion of government activ- 
ity has coincided with the two and a half world wars and the 
great depression of this century. These national emergencies largely 
explain the emergence of “big government” as of today. A pro- 
longed period of peace and economic stability should greatly facili- 
tate a highly desired simplification of the structure of government. 


IV 
FACILITATING MODERN COMPETITION 


A. The Growth of Competition. 


Free enterprise in this country had its beginnings in a virgin 
land with a primitive, handicraft technology. Freedom to com- 
pete was one of the frontier freedoms enjoyed. Yet, the condi- 
tions of free competition, including numerous shops and shopping 
alternatives, were certainly not always present. To mention an- 
other limiting factor, effective and efficient transportation was 
lacking, which often kept communities commercially isolated. Com- 
petition was neither as effective then, nor is it as generally ineffec- 
tive today, as has often been imagined and pictured. While the 
growth of mass production and big business has been spectacular 
during the last seventy-five years, monopoly thus far has failed to 
develop to the degree or on anything like the scale prophesied by 
the socialists. 


Even so, there has come about in numerous industries a con- 
spicuous concentration of production. However, it has not been 
demonstrated that greater concentration of production is always 
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and necessarily destructive of competition. It changes the com- 
petitive situation but may even intensify competition as the com- 
petitors become more gigantic. However, the growing concentra- 
tion of industry and the accompanying changes in the strategy 
of competition among big business sectors of the economy may 
tend to create economic instability. The simultaneous increases in 
productive efficiency and economic instability have given rise to 
a strong presumption of their positive correlation. This has at 
times shaken confidence in the vitality of the competitive system 
and raised in the minds of large numbers of people a strong impli- 
cation of its ultimate replacement by socialism or central planning. 
Yet with some exceptions competition generally instead of de- 
clining is showing encouraging signs of actually spreading, taking 
new forms, and becoming more effective and vigorous.! A review 
of the manifestations of a resurgent, vigorous and growing com- 
petition seems timely now when freedom is in sharp ideological 
conflict with totalitarian communism. In spite of some serious 
and persistent obstacles to competition, due to industrial concentra- 
tion and monopolistic tendencies, evidence of its growth in several 
sectors of the economy is impressive. 

To a brief consideration of this evidence the attention of 
the reader is now directed. There has been a substantial disap- 
pearance of various conditions that have in the past limited com- 
petition. As a matter of fact, the conditions of free competition 
have never been in full existence anyway except in the imagination. 
In the early history of this country sparse population and poor 
transportation strictly limited the number of business concerns. 
More recently the growth of population and improved transporta- 
tion have made possible and available to the average shopper 
numerous competing stores and shops. The automobile and good 
roads have given the consumer real mobility and a wide range 
of shopping alternatives both in and outside his own community. 
In spite of some vertical integration and other monopolistic tend- 
encies, improved transportation, refrigeration and pipe lines have 
exposed numerous local producers to new and distant competition. 

New business methods and new types of business organiza- 
tions that increase competition have emerged. Mail order selling, 
the chain store and the supermarket show little respect for con- 


1Sumner H. Slichter, “The Growth of Competition,” The Atlantic Month- 
ly, November, 1953. 
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ventional boundary lines of business and are selling goods that 
range from groceries to hardware, drugs, underwear and nylon 
hosiery. There is also the vending machine, the book club and 
even the venture capital company to supply capital and managerial 
assistance to promising business concerns. The motel competes 
with the hotel, the “driv-ur-self’’ competes with the taxi, and the 
TV set competes with the movie, to cite only a few examples. 

There has been a vast increase in the number and availabil- 
ity of products, services and productive processes. Television sets, 
home freezers, dishwashers, frozen food, electric shavers, and 
washing machines are just a few of these new products now being 
produced in great volume. The growth of the new industries that 
produce these new products has been at a rate far above the rate 
of growth in general industrial production and population. Such 
new industries are a constant threat to existing industries, pressing 
them to maintain low prices and high volume. Many new products 
compete with the old and have to battle for the same market, thus 
intensifying competition. Secondhand cars compete with new ones. 
The same is true of other consumer durables such as refrigerators, 
vacuum cleaners, radios, etc. There is an ever-increasing variety 
and volume of new goods and services bidding for the same mar- 
ket. Oil competes with coal, and gas competes with oil. The 
staple fibers, cotton and wool, face stiff competition from both 
synthetic fibers and paper. The bus and automobile compete with 
railroads, radios with newspapers and trailer houses with residences. 
The result has been to bring such consumer durables within the 
reach of millions of additional purchasers. 

There have been changes in the conditions, including more 
leisure time, that intensify old forms of competition. More leisure 
due to the five-day week enables some people to compete with 
construction companies and individual artisans. They compete 
by utilizing their spare time in building their own houses, or paint- 
ing and papering and remodeling them or by building an addition. 
While such competition has not solved the problem of high build- 
ing costs, it has added up to more satisfactory housing available to 
more American families. 

The expansion of technological and industrial research has 
tended greatly to intensify competition. The spectacular growth 
in research has challenged each producer to improve his product 
or face ruinous competition. When one competitor employs re- 
search to reduce costs or improve his product, his rival must do 
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likewise or be left behind. The effect has been cumulative in in- 
tensifying competition, and certainly in making for better living. 

Business today has a vital interest in industrial research, 
which has become a highly important factor in modern competi- 
tion. The growth of industrial research and the resulting cost re- 
ductions and improved products have been spectacular. However, 
too many managements fail to grasp its vast possibilities even 
now. Industrial research is constantly improving technology and 
helping to bring increasing abundance and higher living standards. 


B. Suggested Ways of Maintaining and Increasing Competition. 


In the interest of furthering economic progress and free en- 
terprise, it is strongly urged that this country should seek to en- 
courage and maintain competition. More effective competition in 
all areas of the economy where consistent with productive effi- 
ciency is one promising approach to parity prices for agricultural 
products without government support. Another free enterprise ap- 
proach to parity prices lies in a fuller utilization of industrial pro- 
ductive capacity to achieve increasing output, lower prices, and pos- 
sibly lower profit margins—although not necessarily less aggregate 
profit. Substantial progress has already been made in this direc- 
tion and should be further and fully explored in the interest of 
greater stability for the individual firm as well as for the national 
economy. Among the numerous suggested ways for increasing 
competition and contributing to greater freedom, opportunity, 
abundance and progress, some of the more important are here 
indicated. 

Competition can be encouraged generally, as is now being 
done in a few states, including Texas, Missouri, Vermont and 
the District of Columbia, by refusing to legalize agreements by 
which manufacturers control the prices which retailers charge 
for the manufacturer’s products. Giving legal sanction to such 
agreements for retail price maintenance prevents efficient retailers 
from seeking greater volume by underselling their less efficient 
competitors. Along with low volume go high prices, curtailed 
economic activity, less opportunity and less freedom. 

Permitting more imports to flow into this country by with- 
drawing undue protection to American industries against foreign 
competition is another effective way of furthering competition. 
Some further discreet reductions in tariffs and a moderation of 


2Ibid. 
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quotas, subsidies, embargoes and other trade restrictions, with 
some accompanying direct competition from abroad would be 
stimulating. 

Encouraging able young executives to go into business for 
themselves would create more competitors and more competition 
generally. This is a great challenge to business men with influence, 
capital and a desire to strengthen the American competitive system. 
This is also a special challenge to, and an oportunity for, collegiate 
schools of business. 

Helping small business concerns that have demonstrated capa- 
city for efficient operation to obtain the necessary capital for growth 
is an obvious way to encourage competition. This probably could be 
done adequately by private enterprise financing without govern- 
mental loans to small business. 

More generous private and public funds for both basic and 
applied research would greatly facilitate effective competition. 
Since, with some exceptions, the results of research tend gradually 
to become available to everyone, generous private and public sup- 
port of research seems highly appropriate and in the public inter- 
est. This would not only sustain national defense, but also help 
to make the economy more productive and more competitive. 

Finally, and of first importance, is a sound monetary policy 
designed to maintain relative stability in the purchasing power of 
the dollar. Reasonable stability of price levels and purchasing 
power is a prerequisite condition to effective competition, and with- 
out it general economic stability is jeopardized and threatened. 

In agriculture (with some notable exceptions due to govern- 
ment support of prices and production controls), independent re- 
tailing, and the service trades, such as laundries, cleaning and 
pressing establishments, eating houses, barber shops, beauty shops 
and small repair shops, competition still flourishes in nearly its 
original form. Since in the absence of collusion no one producer 
is sufficiently large in his operations to influence prices materially, 
prices are determined competitively. In this still large but grad- 
ually contracting sector of the economy, price selects the efficient 
man and eliminates the inefficient. It is the impersonal regulator 
of economic activity and production. Business decisions concern- 
ing what to produce and how much are freely made in a climate 
of competition. Monopolies that comprise the public utility category 
are far less free in their business decisions. Their rates and stand- 
ards of service are regulated by law. While this considerably re- 
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stricts the area of managerial discretion, it by no means preempts 
it. A wide range of operational decisions remains to challenge 
imaginative public utility management. 


V 


MONOPOLISTIC COMPETITION, COUNTERV AILING 
POWER AND THE NEW EQUILIBRIUM 


A. Competition Among Industrial Giants. 


In large-scale enterprise of both a few very large competing 
sellers called oligopoly, and a few very large buyers competing 
for a given supply called monopsony, the pattern of competition 
has undergone drastic change. As previously noted, the spectac- 
ular trend toward industrial concentration has rarely resulted in 
monopoly. Far more frequently, it has resulted in reducing the 
number of business units in an entire industry to a few very large 
firms. Well known examples, to cite only a few, are the great and 
complex industries that produce automobiles, cigarettes, aluminum, 
copper, steel, brass and business machines. The emergence of this 
new pattern of industrial structure has by no means eliminated 
competition. It has both intensified and changed the nature of 
competition. While price leadership has largely replaced price 
competition, competition has merely taken new forms. Competitive 
energies are now concentrated largely on salesmanship and ad- 
vertising, research and technological improvement. Each of the 
few large firms in such an industry may exert an effective influence 
upon prices. However, bitter competitive experience in such in- 
dustries has been highly instructive. 

In its price policy each large firm must think in terms of 
what is best for the industry as a whole. Typically the result 
has come to be price leadership by the largest firm and rather 
general cooperation with the established price by the other com- 
peting units. Awareness of the existence of one or more large 
competitors with vast market power induces moderation by the 
individual firm in administering its prices. This illustrates well 
the emergence in the economic system of new forces of equilib- 
rium due to the countervailing power of large and strong competi- 
tors, mass buyers, and powerful suppliers of producer’s goods, 
including labor.!. These new countervailing forces tend toward 


1John Kenneth Galbraith, American Capitalism, The C — of Counter- 
vailing Power, Boston: Houghton Mifflin Company, 1952. P. 1 
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the establishment and maintenance of a dynamic equilibrium which 
is in the interest of economic progress and freedom. Other posses- 
sors of such bargaining power are farmers and organized labor 
whose power, with varying degrees of government assistance, has 
become considerable. Also among the mass buyers must be in- 
cluded the great distributors, wholesalers, and jobbers and also 
the large-scale retailers. 


B. Freedom of Business Decision. 


In this vast sector of the American economy the exercise 
of private business decision, “the pivotal feature of capitalism,’”? 
is practically unrestrained except as influenced by an awareness 
of the economic and political climate in which business decisions 
are made. The economic climate of business decisions is influenced 
greatly by governmental policy toward the availability and cost 
of credit, taxation and deficit spending and the structure of busi- 
ness units. Under the Full Employment Act compensatory fiscal 
policy is supposed to moderate the sometimes extreme fluctuations 
in the gyrations of the business cycle. With few exceptions, a 
small number of large units in an industry (even if their price 
policy does resemble that of a monopoly) is decidedly preferable 
to monopoly. This is true because monopolistic competition tends 
to induce moderation in price policy. A discreet anti-trust policy 
and government resistance to business mergers designed to create 
monopoly thus acquire a new sanction. 


C. Effectiveness of Countervailing Power in Periods of Deflation 
and Inflation. 

The durability and permanence of the freedom of business 
decision is conditioned primarly upon the power of the economy 
and of the American polity to meet and successfully cope with the 
threat of deflation, depression and unemployment on the one hand, 
and the hazards of war and inflation on the other. There are in 
the economy some built-in, automatic stabilizers that are relatively 
effective in counteracting a deflation. Unemployment insurance, 
the graduated corporation income tax and the personal income tax 
are examples. They tend to give immediate relief as soon as jobs 
become scarce and incomes fall, and moderate pressure on prices 
by augmenting tax revenues when inflationary prosperity poses a 
threat to economic stability. In the late forties the bargaining 


2Ibid., p. 193. 
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power of mass buyers rather effectively restrained mass sellers, 
while the bargaining power of workers contributed to the main- 
tenance of wages and purchasing power. The sustained vitality 
of post war prosperity and the general stability of prices both ex- 
ceeded general expectation. The forces of prosperity in the Ameri- 
can economy from 1945 until the outbreak of war in Korea in 
1950 showed more strength and vitality than had been expected. 
The predicted post war depression failed to materialize. Even 
after making due allowance for the pent up demand which ac- 
cumulated during the war, there can be little doubt that the effec- 
tive bargaining power exercised by the numerous large units 
variously situated in the economy served as a check on the bar- 
gaining power of each other. 

However, the threat of inflation and war pose a more serious 
problem. The largely self-regulating forces of balanced bargaining 
power that successfully counteracted threatening deflation in the 
later forties, lose much of their effectiveness in a time of inflation. 
In a period of spiraling inflation bargaining power tends to be- 
come unbalanced and fails to restrain prices. Higher costs due 
to rising prices of raw materials and wage increases tend strongly 
to be passed along and reflected in still higher prices, thus further 
accentuating the spiraling inflation. 

The countervailing power exercised by the giant bargaining 
agents of modern capitalism has stimulated a new, though cau- 
tious, confidence in dynamic American capitalism to sustain the 
current high level of production and prosperity. This affords a 
promising new potential for continuous prosperity and ever-increas- 
ing productivity. 

The great threat to freedom appears to lie in the danger of 
war and inflation, which bear a close relationship to each other. 
There is good reason to believe that, granting an indefinite con- 
tinuation of international peace and the continued effectiveness 
of countervailing power, inflation will not likely pose any serious 
problem. However, the avoidance of war and its handmaiden, 
inflation, will require constant vigilance and the maintenance of 
an ever-ready and awesome power of retaliation against any would- 
be aggressor. Other needed assets to help preserve the peace are 
a generous supply of good will, a wholesome sense of humor and 
a firm resolution to continue friendly collaboration with all willing 


governments through both the United Nations and regular diplo- 
matic channels. 
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VI 
CONCLUSION 


A. The Price of Maintaining Relatively Free Capitalism. 

The thesis under examination here is the central importance of 
freedom, including effective, if not free, competition, as the great dy- 
namic force of American capitalism. To say that freedom is the ex- 
clusive factor in the marvelous performance of the American econo- 
my would be an over-simplification. The bountifulness of resources 
is certainly an important factor. Nor can the genius of manage- 
ment and the industry and efficiency of labor be ruled out. Granted 
all this, the conviction lingers that the extensive freedom enjoyed 
in this country is the firm foundation and paramount factor in the 
unmatched material progress that has been achieved. All the 
essential freedoms expressed or implied in the Bill of Rights— 
freedom of speech, press, assembly, worship, thought, freedom 
of inquiry, and freedom of business decision—are enjoyed here 
in a generous measure. Granted that patriotism and loyalty must 
be essential conditions of freedom, a large measure of toleration 
is implicit within its framework. Freedom of decision is basic to 
both free business enterprise and to political democracy. Now 
that the free world is under severe attack by totalitarian com- 
munism, the freedoms enjoyed should be staunchly maintained. 
However, freedom must not be permitted to become license for 
the irresponsible undermining of the very foundations of free- 
dom itself. 

One also senses among the people a conviction that justice is 
the foundation of an enduring civilization. Evidence of a con- 
tinuous and concerted effort to improve the administration of 
justice has provided a sense of national unity and the inspira- 
tion to produce more and improve generally. The quest for jus- 
tice is another mighty ingredient in the dynamics of American 
capitalism. While competition is far less perfect than has often 
been envisaged in economics textbooks, particularly the older ones, 
its maintenance in even the imperfect form that usually prevails 
in actual competitive markets is a highly worthy objective of 
public policy.1. Competition, including the free competition of 
ideas, operates in the public interest by rendering either unlikely 
or futile such harmful business practices as the restriction of out- 


1Corwin D. Edwards, Maintaining Competition, New York: McGraw- Hill 
Book Company, 1949. Chapter 8, pp. 287-318. 
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put and the undue concentration of wealth and power. Effective 
competition makes for easy entry and access to markets, keeps 
open the channels of opportunity and thwarts the monopolistic 
control of business that is so conducive to political oligarchy. It 
provides access by buyers and sellers to a substantial number of 
market alternatives and permits their rejection of the less desirable. 


B. Business Managerial Competence and Freedom. 


Until late in the 19th century individual free enterprise and 
competition tended to induce high productivity by both stimu- 
lating and rewarding industry, ingenuity and venturesomeness.? 
There was a strong tendency for each firm to expand its output 
until its marginal revenue was equated by its marginal cost. Sus- 
tained production at near capacity output, with prices competitively 
determined and usually in proper relationship to cost, was typi- 
cal. However, by the latter part of the 19th century, the rapid 
rise of the corporate business form had made possible the emer- 
gence of big business and productivity on a scale hitherto scarcely 
dreamed of. The corporation provided the form of business organ- 
ization appropriate to the rapidly emerging large-scale, low-unit- 
cost enterprise made possible by the new technology. 

During the last half century and more, a perennial and highly 
controversial public problem has centered in the quest for a policy 
that would retain and safeguard the largest and fullest possible 
measure of free enterprise for the individual without sacrificing 
the advantages of large-scale business organization. The effort 
has been attended with a measure of success. This problem will 
doubtless continue to occupy a place of priority on the agendas 
of the high level legislative and executive policy makers. 

Under monopolistic competition, as is true of monopoly, maxi- 
mum profit is realized with a smaller output and a higher price 
for the variegated products of the typical large corporation than 
is true under more nearly pure competition. However, the com- 
petitive rivalry of powerful group organizations, like that of small 
firms, centers on prices. The significant difference lies in the 
power of the large units to administer their prices. When such 
power is used to gain profits by supporting high prices through 
the concerted restriction of output, general business prosperity 
is adversely affected to the serious detriment of economic efficiency 


2E. G. Nourse, Price Making in a Democracy, Washington, D.C.: The 
Brookings Institution, 1944. P. 473. 
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and the general welfare. In so doing the individual firm usually 
profits in the short run; but it accentuates general economic in- 
stability and takes the long-run risk of becoming the victim of 
its own short-sighted policy. On the other hand, when such power 
is used to improve productive efficiency, which fortunately is often 
the case, the larger output of better quality goods that sell at 
moderate prices contributes to general economic progress and sus- 
tained prosperity. 

Those who hold and exercise the vast economic power in- 
volved in making the crucial business decisions that determine 
the volume of production and the level of prices are the business 
statesmen of today and tomorrow. Therefore, both the welfare 
and the security of every individual and the healthy growth of 
American capitalism are very largely dependent upon the degree 
of intelligence, understanding and sense of responsibility possessed 
by top business executives.» The task which they, as the respon- 
sible trustees of society, are challenged to perform is well expressed 


by Dr. E. G. Nourse, a staunch supporter of free enterprise and 
the American way. 


The whole system of prices of goods and services; wage 
rates, salaries, and bonuses; interest, dividends, surplus and 
profit sharing must be brought into such relationship as will 
facilitate full use of resources, human and propertied, at as 
high a rate of efficiency as can be progressively maintained. 
This calls for proper weighing of the potential gains from 
new machinery against the need of providing for the physical 
and spiritual efficiency of workers through a pattern of income 
distribution which converts full production into full consump- 


tion. 

In the modern complex order of institutionalized business and 
professional administration the survival and perpetuation of a 
substantial degree of free enterprise rests not with stockholders but 
primarily with those who actually exercise the power of business 
decision and control. It rests with the professional managers and 
responsible executives of corporate business, labor unions and 
trade associations.* 

Education for business responsibility and leadership thus be- 
comes increasingly urgent. Understanding, moral integrity and a 
profound sense of economic and social responsibility are prime 
requisites for business leadership. In particular, this calls for 


3Ibid., pp. 438-9. 
4Ibid., p. 476. 
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ability both to understand the long-run forces that determine 
equilibrium and to weigh those forces against the short-run maxi- 
mizing of profits and income.5 An adequate supply of such pro- 
fessionally-trained leadership is a vital part of the moral, spiritual 
and intellectual capital that is indispensable to the continued 
vitality and growth of the business system. The cost of training 
and commanding the services of such leadership is the price of 
maintaining a substantial degree of free enterprise. 


C. The Ultimate Test. 


The United States stands foremost among the nations of the 
world in relying upon and seeking to maintain competition. It is 
also recognized as the land where technical innovation is perhaps 
least subject to the repressive forces of vested interests, where 
prices appropriate to sale in large volume are recognized as in- 
dispensable to national prosperity, and where market access and 
entry in numerous sectors of the economy are relatively unob- 
structed. 

These things give vitality to the American economy and help to 
make it distinctive. Yet, there is an increasing awareness that the 
vast potential of the American economic system for administering 
to human welfare is practically unlimited. It is now clear that 
where there are restraints of trade for group advantage American 
productive capacity is not fully utilized, that consequently prices 
of some goods tend to outrun purchasing power, and therefore 
that technological progress may be unduly retarded. Effective 
competition countenances neither collusion, trade barriers, monopo- 
ly, exemption privilege nor undue concentration of business. A 
strengthening of competition and its maintenance in all sectors of 
the economy where competition is consistent with productive ef- 


ficiency is needed to keep the economy free, productive and progres- 
sive. 


5J. B. Condliffe, The Commerce of Nations, New York: W. W. Norton & 
Company, Inc., 1950. P. 476. 
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